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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 

October /, 1920 



IN September curve A, our index of speculation, rose 
slightly while curve C, our index of banking, fell 
materially. 

The points to be noticed at the present time are first, 
that curve C, commercial paper rates corrected for 
seasonal variation, has declined for three consecutive 
months, and second, that during the same period curve 
A, speculation, has moved horizontally. In pre-war 
times persistent movements of the kind just described 



At the present writing liquidation in commodity 
markets is pursuing its normal course, the banking 
situation is satisfactory, and crops are good. Hence, 
there is every reason to believe that the readjustment 
of commodity prices will be accomplished without 
serious difficulty. 

Speculation 

In September curve A, representing speculation, 
moved upward slightly. The increase from the August 
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■ Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

■ Business: Bank Clearings Outside New York City, Bradstreet's Price Indices. 

- Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs: 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 1919 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 
based solely upon the index of general business conditions, but they allow for 



the differences in underlying conditions as revealed by economic analysis. 
Last autumn and winter, the persistent rise of rates on commercial paper, 
curve C, and the decline of speculation from the high point of October, 
curve A, forecasted a decline of business activity and commodity prices, 
curve B, to be inaugurated in the spring of 1920. In fact business unsettle- 
ment was noticeable in April and it has increased since that month while 
various indices of commodity prices have receded since May. 

The duration, rate, and extent of the recession in business activity and 
commodity prices depend upon the operation of two powerful opposing 
forces. On the one hand, the shortage of commodities and buildings, abnor- 
mal foreign demand for goods and credit, the railroad tie-up, and active retail 
trade in the United States make for immediate business activity or higher 
prices. On the other hand, inflated currency and credit, depleted reserves and 
increasing interest rates, all indicative of capital strain, make for a slackening 
of business activity and lower prices. At present the money market appears 
to be the crux of the situation, but we recognize the possibility of the 
entrance of other factors which may alter the course of developments. 



indicated the following sequence: first, the completion 
within a few months of liquidation in commodity mar- 
kets, second, lower rates for money through the release 
of credit resulting from lower commodity prices, third, 
presently an increase of security prices, and fourth, after 
an interval of 6-10 months from the turning point in 
interest rates, a revival of business activity. 

A decline in actual rates on commercial paper this 
autumn, giving evidence of easier money, would presage 
rising security prices and, later, increasing business 
activity and rising commodity prices. 



level was a joint result of higher stock prices and a some- 
what larger volume of shares traded. 

New York bank clearings reached the same total, 
1,789 million dollars, in September as in August. A 
considerable increase might have been expected be- 
cause of large federal income tax payments due on the 
fifteenth of the month. New York clearings are now 
reaching smaller monthly totals than have been re- 
corded for previous months back to May 1919. It will 
be remembered that the first four months of 191 9 con- 
stituted a period of uncertainty in business. 
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The average price of twenty industrial stocks was 
$87.00 in September compared with $85.40 in August 
and $90.60 in July. The average prices of twenty rails 
in the three months were $79.20, $74.60, and $72.80, 
respectively. Industrials are selling about 20 per cent 
below their average of a year ago while rails are at 
about the same level. The high point for industrials 
in September was registered on the seventeenth of the 
month. During the last third of the month there were 
price recessions in important commodity markets — 
grain, cotton, leather, textiles, automobiles, lumber, 
sugar — which were paralleled by price recessions in 
industrial stocks. The unsettlement in business, how- 
ever, did not affect railroad stocks appreciably. 

The volume of sales on the New York Stock Exchange 
last month was 16,110,000 shares compared with 13,- 
730,000 in August and 12,540,000 in July. During the 
last third of September trading was considerably more 
active than it was in the earlier part of the month. 

Banking 

Curve C, representing rates on commercial paper 
duly corrected for seasonal variation, declined in Sep- 
tember at a more rapid pace than in July and August. 
Actual rates in New York for 60-00 day paper have 
ruled uniformly at 8 per cent since the last week in July. 
Good single name 4-6 months paper was quoted at 8 
per cent in the last half of September compared with 
8} per cent in the first half. 

The banking situation, as revealed by the statements 
of the combined federal reserve banks, is satisfactory. 
At the end of September we are at the height of the 
crop-moving season when the demand for banking 
accommodations and currency is normally at the maxi- 
mum of the year. Thus far this year there is no evi- 
dence of undue strain on our banking resources. On 
September 24 the figure for federal reserve notes in 
actual circulation was slightly less than the figures for 
the two weeks preceding, net deposits were less than 
they were at any time in July and August, and gold 
reserves were at the highest point since February 6. It 
is true that the reserve ratio dropped from 44.4 per 
cent, the midsummer high point which occurred on July 
23, to 43.6 per cent on September 24, but this is a very 
moderate decline for this season of the year. Between 
the same dates, July 23 and September 24, the total 
volume of bills discounted increased from 2,470 million 
dollars, the minimum of the last three months, to 2,704 
millions, and notes in circulation increased from 3,118 
millions to 3,280 millions. The figures quoted show 
that necessary credit has been extended with a com- 
paratively slight weakening of reserves of the com- 
bined banks. In meeting the demands made upon 
them by the agricultural sections the federal reserve 
banks in the Middle West and South have become 
borrowers from the federal reserve banks of Boston, 
Philadelphia, and Cleveland. 

The satisfactory position of the combined federal 
reserve banks, considered in connection with the greater 
supply of time money now available and an easier com- 



mercial paper market, makes it appear probable that 
the peak of the money strain has been passed. 

Business 

The data for curve B are not available at this writing. 
The indications are, however, that outside bank clear- 
ings for September will show slightly less than the 
normal seasonal increase over August and that com- 
modity prices will register a significant decline. 

The outstanding features of the business situation in 
September were: the improvement in the railroad 
traffic situation, extension of the downward movement 
of wholesale prices, continued hesitancy of dealers in 
making contracts for forward delivery of goods, and 
comparative stability of retail prices. There is a gen- 
eral consensus of opinion that business, both wholesale 
and retail, can expand only on a revised price basis. 

Ever since May 22 the number of declines from week 
to week in commodity prices, according to Dun's list, 
has been greater than the number of advances. Among 
commodities first to decline in price were silk, leather, 
wool, shoes, and textiles. More recently the prices of 
cotton, grain, lumber, coke, and automobiles have 
receded, there are signs of lower prices for iron and steel, 
and some indications that prices in the industries first 
to become unsettled may go somewhat lower. , Conse- 
quently, a waiting attitude of buyers characterizes 
trade in general. 

The federal reserve agent of Boston reports that 
"New England industries and trade are still feeling their 
way cautiously," that "this uncertainty is apparently 
due almost wholly to the price situation, and is trace- 
able in the last analysis to the ultimate consumer," and 
that "the excessively extravagant buying of last year 
has almost entirely ceased." He also states that "there 
now exists little or no traffic congestion." Minneapolis 
reports a general decline in prices and the volume of 
business, a shortage of grain cars, and tight credit con- 
ditions. Chicago states that there has been a slowing 
down in the tanning, automobile, building, and steel 
trades, that transportation troubles are passing, that 
there have been numerous cancellations in textiles and 
clothing, and that "there continues a persistent de- 
mand for money." St. Louis reports "a greater abun- 
dance of merchandise, careful buying by dealers, easier 
labor conditions, and more expeditious forwarding of 
freight." Kansas City reports that "there is less com- 
plaint of car shortage," that "production has about 
caught up with demand," that "uncertainty of prices 
is restricting trade to immediate requirements," and 
that "the demand for money and credit continues strong 
in this chiefly agricultural district and rates are holding 
firm and unchanged." San Francisco states that "the 
lumber industry of the Pacific Coast is seriously un- 
settled by the application of the new freight rates," 
that "mining throughout the district manifests no im- 
provement over the inactivity of 1919," and that "al- 
though interest rates show no tendency to weaken, the 
available funds in the district seem reasonably adequate 
for all legitimate needs." 
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